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A Most Uncertain Future 


Beneath the unparalleled prosperity of contemporary Amer- 
ica there is a foreboding, a dark fear of the next great de- 
pression. Memories are notoriously short, but most adults need 
no reminder that the postwar Booming Twenties were fol- 
lowed by the Busted Thirties. The postwar Forties have repeated 
in many respects the trends of two decades ago, but there is 
a new element-—new at least in magnitude: in the midst of a 
great Boom, sober citizens are apprehensive about the possi- 
bility, or probability, of economic collapse. 


Concern over our economic prospects is by no means limited 
to Americans. Nations which depend largely on scraps from 
our heavily laden table are wondering whether we shall soon 
need to conserve our scraps. Other nations are reluctant to 
gear their economies to that of the United States, lest they be 
hopelessly ruined by our drift toward depression. It has even 
been suggested that Russian foreign policy and diplomatic de- 
lays are based largely on the expectation of an American eco- 
nomic debacle, which would damage our prestige in the world 
immeasurably and irreparably. 


_ Our fear is to considerable degree a fear of the unknown. 
Despite intensive studies and many plausible theories, the 
curve of the business cycle is not easily predictable, and the 
causes and cures of economic depression are not clearly defined. | 
The best economists often disagree, and when they do agree, 


they are often proved by subsequent events to have been mis-_ pe 


taken. Much superstition thrives alongside careful analysis: 
__we have been warned, for example, that longer skirts presage 

_ depression—presumably the New Look will lead to the Blue 
Look. 


In the analysis that follows, Professor Harris moves with the 
skill and the caution of a trusted and distinguished economist. 
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At the same time, he makes clear recommendations for main- 
taining economic stability and prosperity. His prescription is 
strong medicine, and some readers will doubtless be allergic 
to it and will repudiate physician, diagnosis, and proposed cure. 
We anticipate an avalanche of letters about the description of 
the monetary and fiscal policies of the Republican Party. Other 
readers will perhaps be incensed that Malthus has been resur- 
rected. But a careful reading of Dr. Harris’ analysis and pro- 
posals will bring information and insight indispensable for 
charting our economy, and for facing a most uncertain future. 


LP. 
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CHARTING Our ECONOMY 


By Seymour E. Harris 


FORECASTING AND THE ECONOMIC BUDGET 


The economist has not done a very good job of forecasting, 
a science which is still in its infancy. In 1944-45, earlier pre- 
dictions of large amounts of unemployment were not fulfilled; 
and the almost universal anticipation of a recession in 1947 
also seems now to have been on the pessimistic side. An astron- 
omer can tell us where the moon is going to be in relation to 
the earth one thousand years hence; a meteorologist dealing 
with natural phenomena does a reasonably good job of fore- 
casting weather over short periods of time. 

An economist, who unfortunately has to deal not alone with 
natural phenomena (e.g., crop yields, population changes) but 
also with human behavior and institutions, has a long way to 
go before his forecasting will stand the test of verification as 
well as that of the astronomer or even the meteorologist. No 
one has yet discovered how to select the most relevant vari- 
ables, and how to give each its correct weight. It is not easy 
to mesh anticipated political and economic events even if the 
forecaster makes reasonably good forecasts of each significant 
development. The outbreak of a war; the mental processes of 
Stalin, Gromyko, and the Russian Politik Bureau; the attitude 
of Senator Taft towards aid to Britain; the rate at which atomic 


_ energy will develop; the reaction of thousands of businessmen 
_ to falling rates of interest, to rising prices and to the unhappy 


political situation; the response of consumers to rising prices 


_and deterioration of production; labor’s reaction to rising 


profits and prices;—these and many other factors will influence 
economic conditions six months from now, and it is not easy 
to assess the final outcome. 

It is no surprise, then, that the second guessers, looking back 
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from the vantage point of the present, find that the crystal- 
gazers, looking forward, had made serious mistakes. A survey 
by Dean Cox, of the University of Chicago, showed that the 
leading forecasting services in a 10-year period had a batting 
average of .250* in the years before the great depression. 

Another investigator, Mr. Cowles, covering a larger sample, 
found even more discouraging results. Professional advisers, 
whose business it was to forecast business conditions and who 
received large emoluments from the gullible public, had been 
wrong more often than a blindfolded man would have been in 
selecting from an urn with equal number of labels marked 
prosperity and depression. Forecasters were right less than half 
the time. 

‘Despite these difficulties, we are learning a great deal about 
the causes of economic fluctuations and trends. Since 1933, tre- 
mendous progress has been made in this respect. We live ina 
world of planners, in a world in which decisions must be made. 
If we are to take intelligent action, it is necessary to know 
where we have been. 


The Economic Budget 


We have today, for example, a National Economic Budget, 
which marks a great advance. This budget is premised on the 
principle that we cannot depend exclusively on the “invisible 
hand” of Adam Smith; and that it would be a miracle if the 
independent action of millions of businessmen and 140 million 


*This means that if there were 1,000 forecasts, they guessed right 625 times; 


ate 625-500 
that ts, a a 


rank amateur should do as well by tossing a coin). 


X 1000 = 250 (500 correct guesses yields a score of zero —a- 


a a ge hk a i Se ee =e eee 
The Nation’s Economic Budget (page 7) is based on the statistics of national. 
income and national product of the Department of Commerce and Government 
payments to the public and receipts from the public estimated by the Bureau of 
the Budget. The estimates of national income and product, on which the present 
Nation's Economic Budget estimates are based, ate published by the Department 
of Commerce in a supplement to the July 1947 Survey of Current Business, 
entitled ‘National Income and Product Statistics of the United States, 1929-46. 
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consumers gave the country the desired position of full em- 
ployment and price stability. The miracle has not come off 
though many businessmen’ and other worshippers at the altar 
of “free and untrammelled private enterprise’ continue to say 
either that government interference prevents the attainment 
of the economic millennium or that unemployment and eco- 
nomic blood-letting (e.g., bankruptcies) are the price that has 
to be paid for progress. 

The Economic Budget springs from an almost universal fear 
of unemployment and depression. The public wished to be 
assured that they would not have to tolerate another decade 
like the thirties; and that long before a serious depression had 
set in, the government would be prepared with advice and ac- 
tion, and as a prerequisite to both, information. The resultant 
Employment Act of 1946 created a three-man Council of Eco- 
nomic Advisers to the President, and charged it to present perit- 
odically to the Congress a report, or “budget,” on the economic 
state of the nation. 


Weaknesses of the Employment Act 


The Act was not all that had been asked by the sponsors of 
the original Full Employment bill—in the conservative atmos- 
phere of 1945-46, after six years of prosperity and vexatious 
government controls, the representatives of the people were 
prepared to erase the memory of the thirties and to put govern- 
ment in its proper place. It was made clear that the government's _ 
role was not to be a large one; and that although measures ~ 
might be recommended by the President and his Council of 
Economic Advisers to sustain employment at a high level, it - 
was also made clear that Congress was in no mood to acquiesce 
to large public spending which might further compromise the _ 
financial position of the country. When it was to be a tug- 
of-war between employment and finances, or jobs and dollars, 
the Congress was disposed to pull on behalf of finances and_ 
dollars, not employment and jobs. Unfortunately the econ- 
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omists of the country had not convinced influential citizens, in- 
clusive of Congress, that the surest way to save the financial 
future of capitalism was to protect the jobs of the workers. 


Merits of the Budget 


Despite its primary emphasis on money rather than jobs, the 
Economic Budget marks an important advance. We are reason- 
ably sure of the barometers of economic weather that have to 
be watched, of the sequence of economic events, and of the 
measures which must be taken to treat excessive exuberance 
and excess demand on the one hand and pessimism and de- 
ficient demand on the other. Economists are also in substan- 
tial agreement concerning the crucial variables and factors. 
They know what causes inflation and excess demand. They also 
know what induces deflation and reduced demand. They know 
what measures should be taken and how soon. The Economic 
Budget is in fact a device for consolidating the gains of eco- 
nomic science: for giving the President and his advisers and 
Congress an opportunity to put together a mosaic of the eco- 
nomic perspective, and to suggest what is required to keep the 
mosaic full and well proportioned. 

Unfortunately, the Economic Budget is also a political docu- 
ment. The President, aware of Congress’ mood, appointed an 
Economic Council which would not annoy Congress too much, 


and the Council, alert to the political situation, has been in turn 


most circumspect in its recommendations. 


RECENT ECONOMIC HISTORY 


An examination of the First Report of the Council and the ~ 


two Reports of the President to Congress on the Economic 
Budget reflects the extreme caution of the new architects. Yet 
even these documents suggest progress. As diagnosticians, they 
agree that the patient is healthy. How could they come to any 


other decision when the national income is running at the rate 


of 190 billion dollars as compared with 40 billion dollars at 


- 
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the depth of the depression and 70 billion dollars in the three 
years before the war? Our flow of goods is nearly twice that of 
the years 1932-33 and about two-thirds above that of the years 


(ele Fob 
Disturbing Symptoms 

Although the over-all condition is good, there are signs of 
high blood pressure (over-exertion and exuberance), and the 
possibility of anemia. It is not easy to steer a middle course 
between the Scylla of inflation, excess demand, and maldis- 
tribution, and the Charybdis of deflation, deficient demand and 
unemployment. In order to contend with excess of demand, the 
Advisers underline the importance of fiscal policies. When de- 
mand is too high, the correct policy is to reduce it through re- 
moval of excess money. An excess of receipts over expendi- 
tures by the Treasury is an effective, if painful way, to cut de- 
mand and hence reduce inflationary pressures. 

Anticipating madequate demand, the Advisers would watch 
wage rates in particular, and be sure that wages rise with pro- 
ductivity. Unless wages rise with output, the market for con- 
sumer goods is inadequate, and depression will set in. The 
fact is that the outflow of goods is not so high in 1947 as in 
1945, although the money income is substantially higher. Once 
the stimulus given by the large excess of exports over imports, 
the record level of investment, and the using up of cash accumu- 
lated during the war is no longer available, incomes may in- — 
deed fall. At that point and even earlier, it would be well to _ 
watch wage rates. } 


A High Level of Demand 


An examination of the reports relating to the Economic — 
Budget shows that demand has been much more satisfactory in _ 
the last six months than had been anticipated by economists. 
One reason is that recovery abroad was hot so rapid as had 
been anticipated, in part because of political difficulties; and 
with slow recovery, dependence on American production in- 
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creased. The excess of goods and services supplied by the United 
States averaged (annual rate) 12.7 billion dollars in the first 
half of 1947, as compared with 7.7 billion dollars for October 
to December, 1946. No such expansion had been expected. 

A second factor has been the unusual rate of spending on 
consumption goods. On the basis of past relationships of in- 
come and consumption, economists can frequently guess what 
consumption will be. The relation between income and con- 
sumption is reasonably stable. Unfortunately, they have to 
know what income will be, which in turn is dependent on in- 
vestment and the excess of exports. If exports and consumption 
rise beyond expectations, then income will be higher than an- 
ticipated and the unexpected rise in income will in turn raise 
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consumption still higher, and so on. But to estimate consump- 
tion it is necessary to know income. Furthermore, consumption 
can be affected by large accumulations of cash, deposits and 
government securities saved out of past income, which might 
be used to buy goods. Consumption depends not only on in- 
come, but to an unusual degree on past income. Recently, a 
considerable expenditure of hoarded income appears to have 
occurred; in fact, personal savings in the first half of 1947 
were at the unprecedented low level (at high incomes) of but 
6 per cent of national incomes as compared with 8 per cent in 
1946, 17 per cent in 1945, and 23 per cent in 1944. In short, 
the unexpected high level of exports and investment gener- 
ally, and the high ratio of spending to incomes provided a 
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#8 CONSUMER INCOME, SPENDING AND SAVING _ 
higher level of demand and income than had been anticipated. 


Government surpluses, which are a depressant, were a partial 
offset. 


Unprecedented Prosperity — jonas 
z 
_. This country has never before in peacetime witnessed the 


| prosperity of 1945-1947. In general, we have climbed to the . ~ 

high peaks which a few years ago were considered impossible 

of achievement, and from which even six months ago we were 

sure we would fall, at least temporarily. , 
Yet we are not disposed to be gleeful over our success. We 


know that the gains are associated largely with the artificial 
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demand injected by war and destruction. It is easy to keep busy 
when we build and destroy, and then build and destroy again. 
We also know that the average man of influence does not un- 
derstand the process and is not willing or able to take the 
advice of the social scientist on the manner of sustaining de- 
mand. 


But the businessman is also uneasy. He may not admit it 
publicly, but he knows that the prosperity of 1947 stems from 
government guarantees of markets, government spending, and 
the demand that attends destruction. Dollars earned through 
government spending in 1941-46 now crowd the commodity 
markets and compete for scarce goods. Private enterprise which 
left us with the debacle of the early thirties, and which even 
with government help over 10 years failed to bring us to any- 
thing like a full-employment economy in the thirties, needed 
a devastating war to show how important demand is and how 
stupid it is to incubate demand for destructive rather than pro- 
ductive purposes. 

So much for the problems of forecasting and the Economic 
Budget, and recent economic advances. It remains to consider 
one important short-run problem (inflation) and two important 
long-run problems, the Malthusian Devil and the problem of 
long-term demand. 


INFLATION 


According to official estimates, the cost of living has risen 
55 per cent since the beginning of the war. A teacher or clergy- 
man who earned $2,000 a year in the middle thirties now re- _ 
ceives, taking into account the rise in the cost of living and. . 
personal taxes, the equivalent of only about $1,000 a year for 
his current wage of $2,000. A further rise in the cost of living 
of even 25 per cent in the next five years would be nothing 
short of catastrophic for millions of low-income groups and 
particularly those who are not well organized. This country 
cannot afford the substantial inflation which, in the absence of 
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constructive measures, may be experienced in the next one to 
three years. 

Prices rise because money (and more important, spending) 
rises more than the flow of goods. It is necessary to reduce the 
supply of money and spending or (and) to increase the supply 


of goods. 


Control over Money Supply 

Irrespective of budgetary policy, an adequate reduction in 
the supply of money and liquid assets in the next few years is 
out of the question. In eight years from the middle of 1939 to 
the middle of 1947, total deposits adjusted and currency out- 
side banks rose from 61 to 164 billion dollars, or about 170 per 
cent. Liquid assets (inclusive of institutional holdings) —cur- 
rency, deposits, and government securities—were up from 100 
billion to about 300 billion dollars. Any practical reduction of 
money resulting from budgetary surpluses will certainly be 
small compared to these amounts. In fact, the probable out- 
come in the immediate future is a rise of deposits resulting 
from continued inflow of gold and probable sales of govern- 
ment securities by the public to the banks (these sales bring 
about an expansion of bank deposits: that is, purchasing 
power). The essence of the problem is that no practical 
budgetary policy in the next few years will make possible a 
reduction of money even equal to one-tenth of the wartime rise 
of deposits and cash. Hence, a balanced budget is not the | 
solution. 

Deficit financing should, of course, be reduced as rapidly as 


possible when inflation threatens. The government should sub- 


tract from purchasing power, not add to it, when private spend- 
ing tends to raise prices. The government is now making a 
heroic effort to cut expenditures and deficits. As part of this 
effort, there should be no further decline of taxation as long 
as inflation threatens. The 6 billion dollar tax reduction bill 
of 1945 was a serious error. The rate of reduction of govern- 
ment expenditures was increased rapidly enough to bring a de- _ 
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cline in the Gross National Product of 20 billion dollars in 
1945-46, despite large reductions in consumer and business sav- 
ings and substantial rises in private spending. Federal deficits 
were cut from 54 to 21 billion dollars in the fiscal years 1945 
to 1946, and in 1947 there was a surplus. Can anyone expect a 
more rapid decline in government deficits ? 


Sources of Inflation 

In the war period, the inflationary pressures stemmed from 
the large incomes paid out in the production of both war and 
non-war goods relative to the supplies of consumers’ goods 
made available. Almost one-half of the goods turned out in the 
last two war years were war goods. In the postwar period, the 
excess of demand arises from the excess of (1) current income 
plus the past savings to be spent, over (2) the supply of con- 
sumption goods available. Continued inflationary pressures stem 
from the large demand from abroad, the unusually high rela- 
tion of spending to income at home, and the unprecedented 
rate of investment—the more resources that go into investment, 
the less consumers’ goods are available for the time being. 

Inflation is a serious threat and is likely to continue to be 
one for a few years. Unwise policies of the government, and 
to some extent of farm, business and labor groups, are in part 
responsible. Removal of price control in the middle of 1946 


was like removing snow fences in February, just when the ac- — 


cumulation of snow (i.e., purchasing power) reached a maxi- 
mum. Yielding to the pressure of businessmen in Washington 
impatient to go home, and of businessmen out of Washington 
surfeited with controls, the government abandoned allocation 


of scarce materials all too soon, with unfortunate results in | 


badly provisioned markets. Had government and business been 
more patient, the country would not have squandered billions 


of dollars of labor and other scarce resources in 1945-47 on — 


investments which might have been put off for periods of un- 
employment and lower prices rather than being made in a 
period of excess employment and high prices.. 
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Republican Policy 


It is a simple principle that in periods of excess demand the 
job of government is to bring about contraction of demand; and 
in periods of deficient demand, to raise demand. You do not 
put on more clothing as you climb a mountain and become 
warmer, nor do you shed clothing as you descend and become 
colder. Yet the Republican tax reduction bill represented a 
perversity of behavior similar to that of the muddle-headed 
skier described above. Oddly enough, the Republican Party 
over almost a century—in its National Banking Act, in its gold 
policy of the late 19th century, in its failure to pay off adequate 
amounts of debts in the twenties, and now in its tax reduction 
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bill—has consistently adhered to perverse monetary and fiscal 
policies. When the public needs more money, the Republican 
policy seems to be to constrict the circulation; when the public 
has too much, give them more. We shall never overcome in- 
flation if we do not adhere to the opposite principle. Inflation 
is in part the aftermath of war, but in part it also reflects stupid 
and short-sighted policy which has created great injustices for 
the millions of low-paid workers and those whose incomes 
do not respond to rising prices. 

The medicine to cure inflation is, then, more goods and less 
demand; and as a road to both, control in scarce markets, and 
sensible fiscal policies. 


DEMAND AND THE NEW ECONOMICS 


If the short-run problem is inflation, the long-run problem 
is that of demand. That brings us to the heart of the present- 
day controversy in economics. Old-fashioned economics as- 
sumed that everything that was produced would find a buyer; 
that supply created its own demand; that full employment pre- 
vailed; that government spending was unproductive; that the 
creation of money by the government was inflationary; that the 
less the government did, the better. 

But once it is recognized that all goods produced do not find 
buyers, or that they may be sold at losses, with resulting reduc- 
tion of demand for labor and therefore unemployment, and 
with secondary effects on production, demand and unemploy- 
ment; and once it is recognized that the intervention of the 
government through the purchase of labor and materials and 
the manufacture of money in a period of unemployment is not _ 
necessarily inflationary, but may be productive—then the classi- 
cal theory of economics does not stand up. 


How to Increase Demand 


The New Economics proposes that if demand is inadequate, 
something should be done to increase it. It proposes that money — 


| 
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is made to serve man, not man to serve money. It proposes that 
income be distributed in a manner so that the goods produced 
have a reasonable chance of finding buyers. It proposes that 
insofar as private enterprise and private demand do not yield 
adequate demand, then government demand must be superim- 
posed upon private demand. The resulting rise of income will 
provide the necessary finances for the government’s investments, 
subsidies to consumers (e.g., social security), and the like. 

The government is no longer prepared to stand by while 10 
million men and women are unemployed for 10 years, while 
300 to 400 billion dollars of economic resources are wasted, 
while the millions in distress prepare to throw the inert gov- 
ernment out. Nor will any government survive which, in order 
to support the gold standard or the budget, allows unemploy- 
ment to grow and increasing losses to develop—a process which 
would ultimately not only destroy the gold standard and ex- 
clude any chance of a balanced budget, but would also destroy 
the system which all are trying to salvage. There is no natural 
law which says that an ounce of gold should always be worth 
$21 or $35 or $100. Man should not enslave himself to man- 
made laws which pull him down. An ounce of gold should be 
worth the number of dollars which will give us the best eco- 
nomic system. 


Threat of Depression 

But let us consider the new philosophy in relation to the 
current economic situation. Our economic problems are seri- 
ous and will continue to be so. There can be little doubt that 


strong measures will have to be taken, possibly in 1948-49, but 


almost certainly by 1950-51, if we are to prevent a serious de- 


_ cline. Few would dispute the probability of cyclical down-turn. 


Others envisage a long-run decline in demand, associated with 
the falling rate of population increase, the closing of the fron- 
tier, the reduced importance of large new industries, etc. War, 
with its artificial stimulation of demand, postpones the emer- 


gence of a mature or stagnating economy—World War I post- 
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poned the emergence until the thirties, and World War Il 
should keep us reasonably prosperous until the early fifties. 
(The maturity thesis is only a working hypothesis: for the pres- 
ent, it can be neither proved nor disproved. Developments in 
the fifties, however, should yield enough additional evidence to 
prove or disprove its validity.) 


Threat of Technological Unemployment 


These problems of demand are not our only difficulties. Even 
if demand continues to rise at a significant rate, our employ- 
ment problem is not necessarily solved. The advance of science 
and technology makes possible the production of a given sup- 
ply of goods with increasingly less labor. We can earn our 
present income with about 40 per cent of the man-hours that 
were required 50 years ago; and to earn an equal income 50 
years from now may well require only 50 per cent of our pres- 
ent labor force, or 30 million workers in a population of 160 
to 170 millions. With these advances, it will not be easy to 
attain the rate of demand-growth required to exclude unem- 
ployment.* 


ALTERNATIVE SOLUTIONS 


What is the way out of the muddle once demand becomes 
deficient, with resultant curtailment of output and rising unem- 
ployment? There are three alternatives: restoration of compe- 
tition, complete government control, socialization of demand. 

Many would rely on the restoration of competition. They 
would break down monopolies both of industry and labor, — 
restore freedom in international trade, take government out 
of business, and remove restrictions in agriculture. Many of © 


*So long as science advances at a hare’s pace while our institutions move 
ahead at a snail’s pace, the problem of technological employment will harass us. — 
We might well steer the best brains in the next generation into the social sciences 
and government, and thus help to reestablish a proper relation between scientific 
advances and institutional adaptation. To the contrary, however, the National — 
Science Foundation Act proposed special aid to the natural scientists, not the 
social scientists. — 
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these measures would undoubtedly help expand output; but 
that they would solve the problem of cyclical fluctuations and 
economic decline is extremely doubtful. Relatively few econ- 
omists in this country, and even fewer in Britain, would sub- 
scribe to the “back to competition” slogan as a guidepost to 
public policy. Most of them see waste and other losses in a 
free competitive system, though they would readily admit that 
an approach to competitive conditions (actually there is little 
free competition) would in many cases result in improved: con- 
ditions. Unfortunately, the chance that we shall advance sub- 
stantially toward a state of free competition is not bright. 


The Myth of Perfect Competition 


Free competition, the attractive system of competition de- 
scribed in textbooks, does not generally prevail. The more we 
learn about our economic institutions, the more convinced we 
are that perfect competition is a myth; and, therefore, that there 
can be no renascence of it.* 

On many of the major economic markets, competition does 


not exist, and there are elements of monopoly even in the rela- 


tively competitive markets (e.g., textiles). Labor is entrenched 
in a monopolistic position under which it interferes seriously 
with the movement of labor in response to price incentives—a 
requisite of a free system. For example, over the years there 
has been an over-supply of labor in the railroad and coal in- 


dustries. Appropriate policy called for relative declines in— 


wages in these industries, which would have made the indus- 
tries more profitable, and would at the same time have encour- 


aged some workers to move elsewhere. But powerful trade ge 


unions have preferred to keep wages at an uneconomic level 
and, therefore, to keep an excessive number of workers at- 
tached to the chronically sick industries. 


Millions of competing farm producers are frequently pre-_ 


_ *In an interesting book, The Road to Serfdom, F. Hayek espoused the case for 
free competition; but he failed to reveal the extent of the departures from a free 
system, even as far back as the 19th century, or the manner of reestablishing it. — 
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sented as the classic case of perfect competition. But the farmers 
are unable to survive such competition as they have—recall 
their former economic distress. It became a matter of political 
survival for both Democrats and Republicans to support monop- 
olistic policies enabling farmers to restrict output and raise 
prices. 


Government Control as a Solution 


A. second approach to the solution of the problem of unem- 
ployment, deficient demand, and wasted resources is via gov- 
ernment control. Presumably, the government would take a 
census of available workers, materials and capital, and then 
determine the level of output and what is to be produced. All 
will have jobs, though it may be necessary to move workers 
from East to West, from South to North, from farm to city, 
from one occupation to another, and to determine where plants 
are to be built. Having determined what is to be produced, 
the government will then have to adapt demand to available 
supplies, through an appropriate system of wages, prices, taxa- 
tion, and rationing. This, of course, is the Soviet system in a 
nutshell, and in many respects its results have been remarkable; 
over a perod of 12 years (1928-1940), the best available fig- 
ures reveal that industrial production in the U.S.S.R. rose by 
650 per cent—a very large rise even allowing for conditions in 
1928, and allowing for the upward bias of the index. No 
modern industrial nation has ever approached this rate of ex- 
pansion; even between 1870 and 1930, the period of outstand- 
ing growth in the American economy, the annual average per- < 
centage rise in production was but 3.7 per cent. 


Objections to the Russian System 4 


Yet, despite these noteworthy gains in the U.S.S.R., few 
Americans would choose the Russian system. We would not — 
choose the U.S.S.R. system because we do not like to be pushed 
around by bureaucrats, and we ate not happy under central- 
ized control. The American people prefer their cyclical indis- 
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positions and their economic hardening of the arteries to loss 
of liberties. Particularly, they insist upon the free choice of 
occupations, places of residence, and purchases. The appeal of 
large prizes is also strong within them. A particular source of 
annoyance to Americans living under a Soviet system would 
be the unimportant part played by consumers’ choice. Producers 
of, say, textiles are not allowed to adapt production to receipts. 
Through a turnover tax that accounts for as much as 80 per 
cent of the price of necessities and through other taxes, the gov- 
ernment determines the allocation of cash receipts and the’ re- 
sources they command. Part are used to cover government 
needs; part, for capital requirements of other industries. And 
the government even determines the distribution of output be- 
tween capital and consumption of a taxed industry. - 

It is not clear, in any event, that the Russian bureaucracy 
can do a better job than a relatively free system of enterprise. 
Plans of the Soviet often go haywire; gains in output have 
frequently been at the expense of the physical condition of the 
workers; productivity, despite vast gains, is far below our 
standards. Plants of similar size to ours require two or more 
times as many man-hours of work. At full employment in- 
comes, it is doubtful that even in 1940 the U.S.S.R., with a 
population one-half higher than ours, had a national income 
one-third as large as ours, and a standard of living one-fourth 
as high. Soviet planning will undoubtedly improve; but our 
system will have to deteriorate much more and theirs improve 
greatly before even a substantial minority here would be pre- 
pared to accept the Soviet system. Rigid government control 
is not for us. 


Socialization of Demand 

Since restoration of competition can only partly solve our 
problem and thorough government control is not palatable, we 
are thrown back on the Socialization of Demand, the New Eco- 
nomics, under which it becomes the responsibility of the gov- 
ernment to guarantee a minimum of demand. This socialization 


24 SOCIAL ACTION 

AT i eee 
is restricted to part of total demand, and does not significantly _ 
involve extension of public enterprises competing with private 
business. Output and employment, it is held, depend on de- 
mand; and if demand is inadequate, intervention by govern- 
ment is required. Obviously, to guarantee demand would be a 
responsibility too big even for a billion-dollar corporation, 
which could not afford to spend in order to raise national in- 
come nor be expected to do so. Some public-spirited corpora- 
tions behaved in ‘this social but anti-capitalist manner in the 
early depression years, and it led them to financial losses. 


The Role of Government 


Most economists now subscribe to the view that the govern- - 
ment has at least some responsibility for the maintenance of 
demand, but they differ concerning the degree and manner of 
aid when demand becomes inadequate. In its famous White. 
Paper on Employment, the Churchill Government proposed 
to intervene quickly, and thus preclude the need for large pub- 
lic disbursements. The British Labor Government would go 
further and definitely increase the ratio of government activity 
and spending to private spending. 


In our country, those distrustful of government and fearful 
of government competition in periods of demand deficiencies, — 
would influence total spending by cutting taxes rather than © 
increasing government spending through the expansion of | 
money. Those who recollect the uneconomic nature of govern- — 
ment spending in the thirties urge either improvements in 
planning or recourse to consumption expenditures rather than — 
public investments. Then, again, many stress the need of a 
revolution in both our tax and spending program—as a means — 
of increasing the total amount of spending. 


All of these groups acknowledge the need of stimilatiag 
demand. Yet they want a system of private enterprise. In short, 
they sit.at the doorstep not of Marx but of Keynes—thougt 
few are ready to admit their debt to him. 
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Other Necessary Factors 


Government stimulation of spending will not be enough, 
by itself. We need governments which will cut expenditures 
and raise taxes in inflationary periods, and increase expendi- 
tures and reduce taxes in deflationary periods. We also need 
better forecasting techniques so that action may be taken in 
time—and the forecasting should take into account the effects 
of government intervention. We need a better informed citi- 
zenry who can understand at least the broad implications of 
these problems. We have had little practice in the art of deal- 
ing with full-employment situations; the political economist, 
the political scientist, Congress, and the administrators will 
have to acquire the necessary knowledge. 


The problems of demand, distribution, and-employment can 
be solved. With continued full use of our economic resources 
and continued technological gains, the standard of living of 
the average American will continue to rise. Proper manage- 
ment can easily yield a standard of living twice as high as 
in 1940-41. The gains may be taken in part in more leisure 
and in part in more goods. 


THE MALTHUSIAN DEVIL AND INTERNATIONAL 
ECONOMICS 


In the early 19th century, Malthus developed the theory that 
population growth tends to outstrip the production of food, 
with the result that excess population is removed by war and 
pestilence, and the world gravitates towards a minimum stand- 
ard of living. Much of the history of the last 100 years has 
been a refutation of Malthus’ theory. In this country, national 
income has doubled about every 15-20 years, and our popula- 
tion of 140 million compares with one of 20 million a century 
ago. Even the anemic British economy which supported a popu- 
lation of but 17 million and a national income of 400 million 
pounds in 1818, by 1913 had a population of 46 million, a na- 
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tional income of 2,300 million pounds, and a real income (in 
goods, that is) per capita of 300 per cent above the 1818 level. 
Surely Malthus seems to have proved to be as poor a forecaster 
as many “‘experts’’ of the current generation. 

Yet this is an over-simplification of the problem. Improve- 
ments in agriculture and transportation, far beyond what had 
been envisaged 100 years ago, tended to dim the Malthusian 
threat. We should not, however, concentrate on the Anglo- 
Saxon situation.* In the world at large, the shortage of food 
is serious indeed. Part of the difficulty stems from the folly of . 
man and from his inability to adapt his institutions to the rapid 
scientific and technological changes. But this is not the whole 
story. 


Rich America 


Whereas the income per capita of the United States is about 
$1,200, it is doubtful that the average for the rest of the world 
is $200. This country, with 7 per cent of the population of the 
world, has about 40 per cent of the world’s income—6 times 
as much per capita as the rest of the world. These differences 
prevailed before the war but were not so large as now. 

Under the famous Bombay Plan for India, it was proposed 
to raise India’s income by 200 per cent in 15 years; but because 
population would double, the net rise per capita would be but 
100 per cent. On the assumption that the vast gains blueprinted 
could be consummated, the per capita income in India would — 
be $40, or 3 per cent of the American per capita income in — 


*Even the current British position would seem to give the Malthusian some 
comfort. Here is an island with 1 per cent of the area of the U.S.S.R. and 25 
per cent of its population, and 3 per cent of the area of the United States and‘ 
30 per cent of its population. How can anyone expect a country with 25 times 
as much population per acre of land as the U.S.S.R., and 10 times as much as 
the United States, to provide a standard of living on anything like the American 
scale? That Great Britain was able to do so for many years is explained by her 
primacy in industry and trade and the large returns on services and capital 
invested abroad. Losing ground everywhere, the British now face a very serious 
problem, for they have to rely more and more on their limited domestic resources 
to support their population rather than on imported food and raw materials. 
The ghost of Malthus stalks the British once more. : 
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1947! Indeed, the pressure of population in relation to re- 
sources is a serious matter for the world. 

In many countries the urge to industrialize and thus raise 
the standard of living is strong. In order to do so, they need 
help from the United States. Yet unless the population prob- 
lem is solved in these countries, the American largess will cost 
the American people much and will yield these nations little 
but more population. This should not be interpreted as a criti- 
cism of plans to industrialize or a vote against American aid. 
It is merely a statement that the problem is complicated by the 
Malthusian danger. It is above all not a condemnation of the 
Marshall Plan. 


The Marshall Plan 


Help under the Marshall Plan is a price to be paid for put- 
ting Europe back on her feet, for making it possible for Eu- 
rope to help herself, and to reestablish foreign markets. But 
most important, it is an insurance policy against economic and 
political warfare. The expenditure of 25 billion dollars may 
not stave off war, but if the chances that it will were but 
1 in 10, the investment would be prudent. The next war will 
cost us much more than 250 billion dollars, and most probably 
millions of lives. 

It is important, then, to give aid which will tend to narrow 
thé uncomfortable gap between American and foreign stand- 
ards of living—a gap which does not make for friendly feel- 
ings and political stability. Let us climb prosperity hill; but 
foreign countries, with our help, should climb even more 


rapidly. 


CONSERVATION OF NATURAL RESOURCES 


In this analysis, I have emphasized the importance of de- 
mand. As the 19th century prophet was Malthus with his em- 


phasis on deficiency of supply, the 20th century prophet is 


ye a 


‘Keynes with his emphasis on demand. Yet the two must be — 
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reconciled. Adequacy of demand and full employment are 
necessary conditions of prosperity. Emphasis on them by a 
British economist reflected his assumption that the Malthusian 
devil had been licked. Yet it is important to note that full em- 
ployment means a more rapid exhaustion of resources than 
under a partly employed economy. If adequacy of demand is 
going to provide economic prosperity, it is necessary to have 
the required resources. Where population is large and re- 
sources relatively small (e.g., China and India), demand is 
adequate and unemployment generally is not a serious problem 
—but standards of living are low indeed. 


Wastage of Resources 


The source of much of our difficulties is the unsatisfactory 
conservation of our resources. The cotton farmer, unmindful 
of the rights and interests of future generations in the use of 
topsoil, takes what he can out of the soil and moves on. He 
leaves a trail of abandoned land, raped and valueless land, as 
he moves from Carolina to Georgia to Mississippi to Okla- 
homa, and finally to Texas and California. Similarly the oil 
man, pressed by 25 million automobile owners, takes the oil 
from the earth in a manner, however profligate, which will 
yield him the highest profit. He, too, is unmindful of the need 
of oil for his grandchildren, and indifferent as to whether the 
cost will be 25 cents or 25 dollars a gallon; and he is not con- 
cerned that today’s jaunt to Nigeria may be at the expense of 
tomorrow’s defense of his country. 


To formulate a time pattern for the use of our natural re- 


sources requires answers to some questions. How much should: 


the present generation be asked to give up to future genera- 
tions? Are we taking an undue share of lumber, oil, iron and 


steel, topsoil, etc.? Are we exploiting our resources in a man- 


ner which can only be detrimental to John Jones born in 1950? 
Just before the war the United States, with a population about 


two-thirds of the U.S.S.R., had a reserve of iron of only 48 tons 
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per capita, as compared with 94 tons per capita for the U.S.S.R. 
Can we justify 6 million new automobiles per year under these 
circumstances ? 


We Need a Plan 


Our planners should have a blueprint for 25, 50 and per- 
haps even 100 years. We clearly have a responsibility to plan 
for the next 25 to 50 years, and many would say for 100 years. 
We should make the best possible estimate of our resources; 
of the optimum allocation as between alternative uses and as 
between present and future uses. We shall indeed have to rely 
on guesses—informed guesses—as to population, age distribu- 
tion, effects of mew resources and improved technology, and 
the like. But an imperfect blueprint is better than none at all. 
Insofar as this planning can cross national boundaries, so much 
the better. If we do not want to be charged with robbing our 
grandchildren and great-grandchildren of their national heri- 
tage, we had better get busy. 

If we cannot get to first base in planning the use of today’s 
resources, Can we expect much success in planning the future 
allocation of resources? Our practice of allowing the individ- 
ual, out for personal gain, to misuse economic resources, to set 
up business enterprise in a manner that increases his profits but 
reduces the net gains for society, is short-sighted and unintelli- 
gent.* 


CONCLUSIONS 


The Immediate Prospects 


Economic prospects seem to be bright. Few economists would ~~ 


deny this. As a result of an all-out war, the problem of ade- 
quate demand has been licked for the time being. In that sense 


*An example of this costly planlessness is the British industrial movement 
from S.E. to N.W. and then back again to S.E. The loss in terms of additional 
congestion, extra cost of social services, and vulnerability to attack, can scarcely 
be overestimated. In Britain today, however, there is much evidence that the 
British are determined to bridle the selfishness of those who act primarily in 
search of private gain. 
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our prosperity is a sham prosperity. We still have to prove that 
we can provide work for all those who seek work, at wages 
proportionate to our vast resources and scientific attainments, 
in a world in which we do not make work by waging war. 
Many who are too ready to forget the thirties are too smug 
about the peaks reached in 1947. They seem to forget that 
government, the responsible agent for waging wat, provided 
about one-third of the total demand over a period of five or 
six years, and that it was this artificial demand which once more 
made the economy robust. Bringing the world back to a healthy 
state will help to sustain demand for several years. Only the 
most absurd policies could possibly bring a serious depression 
before 1950. 


The major economic problem for the next few years is that 
of inflation, which brings distortions and inequities in our 
economic system. Inflation, partly the price of war, is also partly 
the product of misguided policy and lack of political courage. 
Control policies, wage policies, farm policies, fiscal policies, 
credit policies—all of these could have been improved greatly 
with favorable effects on the price level. Ignorance and lack of 
political courage account for the errors. 


The Long-run Problems 


Finally, it is necessary to take account of the long-run prob- 
lems, which will face us once we are no longer in a state of 
preparation for war, in war, or caught in the backwash of the 
last war. Then we may have to find means of supporting de- 
mand. With rising incomes, savings tend to be excessive when 
viewed from the amount of demand required to take all the 
goods produced off the market; and if they are not taken off, 
then’ depression results. We shall have to learn to live at a — 
standard of living commensurate with our technical potential — ; 
(better distribution would help) ; or we shall have to acquiesce 
in large amounts of unemployment and wasted resources; or 
we shall have to waste our potential wealth in periodic wars. 
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The intelligent way out is to produce as much as we need, to 
use up part of our potential in leisure, and to provide through 
government aid for additional demand when demand threatens 
to be short. We can use more education, more schools, parks, 
recreational areas, public power and navigation, better health 
facilities, and the like. It is better to use our resources for these 
purposes than to waste them in unemployment or wat. 

Finally, adequacy of demand will not assure high standards 
of living unless we solve the problems of raped land, of ero- 
sion of natural resources, and of unplanned’ use of resources. 
It is not so clear now, with the wastages of the last 50 years, that 
even Anglo-Saxon countries have licked the Malthusian Devil 
(supply). A peaceful world requires also that we should help 
the rest of the world deal with the Malthusian threat. Prosper- 
ity, at home and abroad, rests on both supply and demand. 
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Qi Se aotinn 


A group of ministers at a recent church conference paused 
on the landing of the dormitory stairs to discuss a perennial 
problem of Christian action. Should a proposal for action be 
judged by its motivation or by its consequences or by both? 


One group argued that a proposal to send a telegram to 
the President, asking him to send a personal representative 
to win Stalin and Russia back to faith in God, was Christian 
hecause it was well-motivated. Had it not been made by a 
man of prayer who was the very soul of sincerity? Even if the 
publicity might be unfavorable and some branches of Christen- 
dom might ridicule the move, and even if Russia misinter- 
preted the action, should not we, as Christians, trust God and 
take the consequences? 


Others argued that as Christians we are responsible for 
selecting actions which, in the light of their probable con- 
sequences, are most likely to achieve the desired result. Would 
this not be a misuse of the power of the State for propagation 
of the faith of the Church and a prostitution of religion to 
the interests of power politics? Would not Russia view it as 
a false front for American diplomacy and another effort 
to embarrass her before the world? The children of light must 
be as wise in the selection of methods as the children of 
darkness. 


The well-wishers were right in seeking to improve Russian- 
American relations but oblivious of the political probabilities 
which would turn their motives inside out and upside down. 
Certainly, Christians must be wise as serpents in considering 
the consequences and as harmless as doves in their mott- 
vation. 


Such counsels ultimately prevailed. The telegram as pro- 
posed was never sent. 


